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KEY ECONOMIC INDICATORS 


All values in million U.S. $ Exchange Rate: U.S.$1.00= 
unless otherwise stated. 1 Balboa 


pl/ 
ITEM % Change 


INCOME, PRODUCTION, EMPLOYMENT 

GDP at Current Prices 

GDP at Constant (1960) Prices 
Per Capita GDP, Current Prices 

Bananas (million boxes produced 
for export) 

Crude 0il (million barrels; 
processed) 

Valuation of Panama Municipal 
Building Permits Issued 

Unemployment in Metropolitan Area 


BANKING SYSTEM AND PRICES 

Loans & Discounts (year end balance 
except noted) 
Banking Activit 

Volume of Loans Granted: 

Residents 
Foreign 

Bank Deposits, Total* 

Demand, Domestic 

Demand, Foreign 

Tine/Savings, Domestic 

Time/Savings, Foreign 
Funded Public Debt, Central Gov.Total 
Domes tic 
External 
External Debt Svc. as % of Goods 

and Svcs. Exports** 
Consumer Price Index (1962 base yr. 
for med./low income groups in 
Panama City, Aver. for each yr.) . 120.3 128. 
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BALANCE OF PAYMENTS AND TRADE 
Balance of Payments (Goods §& Svcs.) -76. -96.8 -121. 
Comnodity Exports (FOB Registered) 114. 121.1 133. 
U.S. Share 48. 43.9 % 50. 
Commodity Imports (FOB) 359. 401.1 448. 
U.S. Share 55,7 4 34.1 

Gross Flows to Panama from C.Z.*** 168. 173.8 


34. 


187. 7.9 


NOTES: E - Estimates; P- Preliminary; (I) (II) (III) Quarters; *Excludes domestic and 
foreign inter-bank deposits; **Includes refinancing; ***Wages paid Panamanians, 
other services and goods purchased, transfers. 1/ Percent change with similar 
period. 





SUMMARY 


While Panama's economic growth slowed somewhat in 1973 to a 6.5% increase 
in real gross domestic product this performance is still relatively good 
by world standards. Inflation continues to worsen, and prices are rising 
at a current rate of about 15 percent. Inability to hold the line any 
longer on prices and wages led to a negotiated government decree raising 
wages in both the public and private sectors. Both exports and imports 
rose by 10.3 percent. Imports of petroleum products rose sharply but 
imports of capital goods declined. 


Panama's rapid development as a financial center continues with two new 
banks licensed in 1974 and several more having already received temporary 
permits. Construction remains a strong sector especially in road building 
and other infrastructure development. Building construction in the capital 
(as measured by building permits) increased 50% in 1973 but in the first 
quarter of 1974 was lower than in previous years. Tourism continues to grow, 
and development of new facilities provides opportunities for trade and 
investnent. 


Agriculture continues to be a lagging sector of the econany, but the 
Government is giving priority attention to its problems. For example, it 
is expanding credit for small farmers and it plans to establish three new 
sugar mills. Bananas, Panama's most important agricultural product and 
export commodity, declined slightly in export volume in 1973 for the second 
consecutive year and, for the first four months of 1974, were down by 20 
percent from the same period in 1973. 





THE CURRENT ECONOMIC SITUATION AND TRENDS 


Current Situation 


After enjoying an economic growth rate in excess of eight 
percent for an eleven year period (1961-1971), economic 
performance in 1972 and 1973, while still relatively good, 
slipped somewhat to a rate of growth in gross domestic 
product (GDP) averaging 6.4 percent for the period. Cons- 
truction, commerce, transportation and communications made 
the most important contribution to the 6.5 percent rate of 
growth achieved in 1973 according to preliminary government 
estimates. However, the 4.8 percent increase in manufactur- 
ing output was the lowest in recent history. Bank loans to 
industry were 26 percent lower in 1973 than in 1972. Pana- 


ma's annual per canita GDP remains the third highest in 
Latin America. 


Panama's public sector investment program, which in recent 
years has been an important factor (about 25%) in Panama's 
high level of economic growth, is continuing to receive 
priority attention in the Government. The 1974 public sector 
budget is B/319 million representing a 4) percent increase 
over the 1973 budget. Housing and transportation are now the 
two major sectors of the budget having received the most 
extensive increases in investment allocations. 


By restricting expenditures to an increase of only 5.7 per- 
cent Panama was able to keep its 1973 Central Government 
current operating budget in balance for the first time since 
1966. The 1974 budget of B/260.8 million will require a 15.9 
percent increase in revenues over 1973. An increase in wages 
for government employees will add about B/14 million to 
government expenditures not included in the original budget. 
The present plan is to use proceeds from an increase in 
banana export taxes, effective in April, 1974, to cover the 
higher wage bill. 


In order to finance its expanding investment program the 
Government continues to borrow additional amounts, especially 
from commercial banks in Panama and abroad. This has imposed 
an ever increasing debt service burden on the hudget which 

in 1973 was 30 percent of current revenues. The Government 
has, however, been able to obtain increasingly favorable 

terms for borrowing, and a 10 year, $115 million loan, with 
four and one half years grace from a First National City Bank 
led consortium of 31 banks enabled the Government to refinance 





debt coming due over the next several years and thus reduce 
the debt service burden to only 22 percent of revenues. A 
recent $12 million loan from the Bank of Tokyo for projects 
in Panama City, Colon and the interior was obtained under 
Similar favorable terms. 


According to Panama's Tourist Institute (IPAT), a record 
254,064 tourists came to Panama in 1973 via Tocumen Interna- 
tional Airport, a 19 percent increase over the previous year. 
An additional 39,665 tourists reached Panama via the Inter- 
American highway, a 54 percent increase over 1972. Tourism 
not only produced $52 million in income for Panamanians in 
1973, but also has given impetus to the construction of new 
and the expansion of existing hotels. IPAT expects to award 
a contract on construction of a 3000 seat convention hall and 
tourist center by December 1974 with completion by 1976. 


By compromising somewhat in amending the Housing Laws of 1973 
and increasing consultations with the private sector, espe- 
cially concerning legislation which would affect business 
firms, the Government has secured cooperation from business 
Organizations which had opposed its reform initiatives. With 
the conclusion of an agreement on principles to guide the U.S. 
and Panamanian negotiators, the prospects for successful nego- 
tiation of a treaty draft became more favorable than at any 
time in recent years. The National Council of Private Enter- 
prise (CONEP), which late last year and early this year was 
critical of the Government, has made peace with the Govern-- 
ment and will send teams to the United States in an effort to 
increase awareness of and support for Panama's position on 

the Canal issue. All indications point toward continued poli- 
tical and economic stability in Panama. 


Identifiable Trends 


Inflationary Trend in Prices Prompts Government to Decree 
General Wage Increase. 


For a ten year period through 1971 Panama's consumer price 
index rose at an annual rate of about 1.5 percent. Inflation 
did not become a factor until 1972 when consumer prices rose 
by 6.7 percent. This trend continued in 1973 with the Decen- 
ber 1973 consumer price index 9.6% above that of December 
1972, and the wholesale price index up by 18.7%. The latter 
indicates that inflation in consumer prices will accelerate 
further in 1974. The Minister of Planning and Economic 
Policy estimates that prices are now rising at an annual 





rate of 15 percent. Rising import prices (20.2 percent 
average in 1973) have been the primary factor in this in- 
flationary trend. Government attempts to control all 
prices may have contributed to temporary shortages of 
some basic food commodities. 


Since wages had been rising at an estimated annual rate of 
only six to eight percent, on March 24, 1974 the Government 
decreed a general salary increase for private sector emplo- 
yees effective May 1, 1974, and for public sector employees 
effective June 1, 1974. The wage increases are on a 
graduated scale favoring the lowest income workers with 
maximum percentage increases of 15 percent in the private 
sector and 20 percent for government employees. The decree 
also raises minimum wage yates by 10 percent which will now 
range from 40 cents to 55 cents, the latter rate applicable 
in the major cities. The minimum wage for agricultural 
workers was increased to B/3.00 for eight hours work. The 
Government indicated that price increases would be allowed 
to private firms in order that the wage increases may not 
be detrimental to production and profits. This will, of 
course, mean a further boost to the trend of rising prices. 


Government Imposes Tax to Raise Banana Export Prices 


Because the world market price of bananas, Panama's most 
important agricultural product and export commodity, has 

not risen during the past 20 years, the seven most important 
banana exporting countries of Central and South America 
agreed to form a Union of Banana Exporting Countries (at 

a meeting on March 7 in Panama City). The purpose of the 
organization is to coordinate production and pricing policy 
and promote banana consumption in export markets. In order 
to raise the country's income from banana production, the 
Legislative Council approved on March 27, 1974, an increase 
in the export tax to 2.5 cents per pound. The Government 
hopes that the tax will produce a $30 million increase in 
income to Panama which will help to offset the strain on the 
country's balance of payments caused by the rise in the price 
of imported crude petroleum. 


Panama's Banking Center Continues Expansion 


During the past two years Panama has been licensing new 
banking institutions at the rate of approximately one a month 
and for some time has been recognized as a regional inter- 
national financial center. The addition of two new banks 

thus far in 1974, International Commercial Bank of China 
(Taiwan) and Security Pacific Interamerican Bank (USA), raised 
the total number of banks to 56 with three more having already 
received temporary permits. At the end of 1973, total bank 
assets exceeded $3.6 billion, a 65% increase over 1972. 





The main function of the international banking center is to 
meet the financial needs of the southern hemisphere, includ- 
ing governments as well as private corporations, using funds 
obtained in London and Nassau as well as deposits from South 
Americans and their companies. Panama is especially attrac- 
tive to the latter because of its location and the fact that 
it is the principal banking center using the Spanish language. 
Panama benefits primarily from the employment provided to 
approximately 3,8000 Panamanians and the foreign deposits 
(about two thirds of the total) which fill the gap between 
demand for local loans and the availability of local deposits. 
This currently amounts to about B/300 million. Panama owes 
its development as a banking center to liberal banking legis- 
lation, its location, good communications and transportation 
facilities, absence of exchange controls, use of the dollar, 
and the accumulation in Europe and Asia of a huge amount of 
"Eurodollars" available for investment throughout the world. 


Changing Cost of Imports 


Reflecting an average rise of 20.2 percent in the price of 
imports during the year, the total cost of imports ($442.3 
million) increased 10.3 percent and the merchandise trade 
deficit widened from $280 million in 1972 to $309 million 
in 1973. The cost of imports of fuels and lubricants 
($92.2 million) was up sharply by 35.4 percent in 1973, 
making up 21 percent of the total import cost. After a 
sharp rise in 1972, the value of capital goods imports 
($81.3 million) dropped 5.9 percent in 1973. The value of 
imports of machinery and transport equipment ($114 million), 
although still the largest category, were down from 28 per- 
cent of total import costs to 26 percent. 


Exports of $133.5 million were up by 10.2 percent. Sugar 
made the most impressive gain of 43.6 percent, reaching $8.5 
million. However, bananas, which make up nearly half the 
value of Panamanian exports, declined slightly, and beef, 
considered to have one of the most promising export poten- 
tials, declined by 50 percent to only $1.4 million. 


Government Acts to Maintain Vitality of Construction 


Industry 


The fast pace of building construction in Panama City seems 
to have peaked in late 1973. Much of this construction was 
in high priced apartment buildings the demand for which was 





fed by rapidly rising prices and speculative buying. 
Investor confidence in real estate development projects 
received a setback in October, 1973 when the Government 
passed housing legislation favorable to tenants which 
included a freeze on all rents. Although the Government 
hoped to promote investor interest in construction of low 
cost housing by placing financial incentives in the new 
legislation, the private sector reacted unfavorably (see 
November 1, 1973 Economic Trends) and applications for 

new building permits began to fall off. In Panama City, 
where the vast majority of new building has been taking 
place, the value of building permits approved during the 
first three months of 1974 fell by 34.9 percent (in current 
dollar terms) and was the lowest since 1969 with the 
exception of 1971. (The 3.6 percent increase over 1971 
would still amount to a decrease in real terms). On March 
12, 1974, the Legislative Council passed Law 28 amending the 
housing legislation of October 1973. While not making any 
substantial change in the law itself, it makes it possible 
for rental contracts to be exempted by executive action 
from all but 13 articles of the original law of 1973, and 
businessmen generally seem to view it as an encouraging 
development. 


Meanwhile, the Government has taken other steps to promote 
construction of "social interest" housing by designating 

the unprecedented amount of B/32.9 million in the 1974 
public sector investment budget for this purpose. Within 
this program the major share will be devoted to construction 
of low cost apartment units, valued at B/21.9 million, in 
urban renewal areas of Panama City and Colon. 


Road building constitutes an important part of Panama's over- 
all construction activity which grew by nine percent in 1973. 
Work is in progress on 63 miles of the 200 mile Darien Gap 
Highway being constructed from Tocumen International Airport, 
just east of Panama City, to the Colombia border. Construc- 
tion of the 1,070 feet bridge across the Bayano River should 
be completed by May of 1974 at which time bids will be asked 
for construction of a 45 mile segment of highway just beyond 
the bridge. In January, 1974 Panama obtained a loan of 

$15 million from the Inter-American Development Bank to 
complete its $30 million quota of financing, the other $15 
million having already been obtained through loans from the 
Export-Import Bank and the First National Bank of Chicago. 
The United States is providing $60 million for the balance 

of the financing of Panama's portion of the last link in the 
Inter-American Highway. 





Another construction area receiving considerable attention 
from the Government is that of electrification to which it 
has dedicated B/51.4 million of the 1974 budget. In Decem- 
ber of 1973, Panama obtained a $30 million loan from the 
International Bank for Reconstruction and Development (IBRD) 
primarily for transmission lines throughout the country. In 
February 1974, the First National Bank of Boston and the 
Export-Import Bank combined to lend Panama $4.9 million for 
studies of the La Fortuna hydroelectric project to be under- 
taken in the province of Chiriqui. 


Agriculture Grows Slowly 


Preliminary figures for 1973 show a 3.8% gain in agricultural 
production from B/172.0 million in 1972 to B/178.5 million in 
1973 (in 1960 balboas). During this same period population 
grew at a 2.7% rate. Moreover,in 1973, agriculture was reco- 
vering from the previous year's unusal drought conditions. 

In current dollars, food imports continued to rise from $33.8 
million in 1972 to $37.4 million in 1973, but this increase 

is probably attributable to higher world food prices. Only 

two sectors of the economy grew more slowly, "mines and 
quarries" at 3.7% and "services to the Canal Zone" at 0%. Past 
Government policies of trying to stabilize the cost of living 
in the face of world inflationary conditions may have adversely 
affected production. In recognition of increased costs, the 
Government has over the past six months raised ceiling prices 
on grains and milk. New increases are under discussion. 


Increased production did take place in certain areas such as 
fishing, sugar, tomatoes and rice - (the staple grain of 
Panama's diet). Much of the fishing catch, the major product 
being shrimp, is exported and therefore not subject to price 
controls. The Government has directly invested in sugar, of 
which about half of the total production is exported, and 
plans further expansion. Tomato production has increased to 
supply a growing tomato processing industry. Rice production 
is recovering from the 1972 drought and is becoming highly 
mechanized. The Government has given price support for grains 
and technical assistance for grain production to the asenta- 
mientos (Government-established cooperatives). 


Beef exports declined by about 50% in spite of suspension of 
the U.S. import quota. The Government has maintained the 
domestic price of beef below the surging world price and each 
year restricts exports during certain periods, to ensure 
domestic supply. The cattlemen do not receive a share of the 
higher prices obtained by the packing houses when exports are 
allowed. Grass-fed cattle, however, is the product in which 
Panama has the greatest comparative advantage and the IBRD has 
made two loans to the Government for its expansion. 





The banana industry suffered from flooding, drought, and 
disease in 1973 and faces a higher wage bill in Panama 

than in competing countries. The banana companies are 
dubious that the April 1974 increase of the banana export 
tax can be passed on to the consumer, especially in view 
of the over-supply conditions existing in the world banana 
market. Future prospects for the banana industry, which 
accounts for about 25% of Panama's agricultural income and 
half of total exports, may well depend on how this situa- 
tion is resolved. 


For 1974 Panama has budgeted B/60.4 million for agricultural 
investment. The Ministry of Agriculture and Livestock 
Development will invest B/11.9 million in the following 
projects: (1) incorporation of unused lands, (2) creation 

of agro-industrial enterprises, (3) creation of a more exten- 
sive credit program (4) increased support of cooperatives, 
(S) land reform, (6) exploitation of forestry resources in 
the Azuero and Darien regions, and (7) development of irriga- 
tion systems. 


Panama's Agricultural Development Bank will provide B/26.0 
million for a variety of agricultural, livestock and fishing 
loans utilizing funds obtained internally and from the U.S. 
Agency for International Development (AID), the Inter- 
American Development Bank and the IBRD. The Banco Nacional 
will lend B/22 million, primarily from its own resources. 
The Government and AID will invest B/448 thousand in the 
Faculty of Agronomy at the University of Panama. 


IMPLICATIONS FOR THE UNITED STATES 


Prospects for U.S. Exports 


Panama is expected to remain an attractive market for U.S. 
exports despite the slower economic growth rates it regis- 
tered in 1972 and 1973. These rates, at around 6.4 percent, 
are favorable by any standard, and the economy is heavily 
import-dependent. These factors, combined with a large 

number of development projects -- both underway and near 
initiation -- could sustain import growth at close to or 

above the recent rate of over 10 percent a year. Imports into 





the Colon Free Zone, which have doubled in the past five 
years, increased by over 20 percent in 1973, reaching a 
total of $320 million. Free Zone imports are projected to 
reach $392 million in 1974. 


The leading import growth sector is the construction industry. 
While private construction permit issuances declined during 
the first quarter of 1974, a backlog of such projects and 
increased government allocations for public sector projects 
should keep the demand for construction related imports at 
high levels. Export opportunities in the construction field 
are particularly attractive because Panama is dependent on 
imports for machinery, building materials, electrical and 
plumbing fittings and hardware. The accompanying lists of 
projects presently underway and planned offer a general idea 
of present and forthcoming export opportunities. 


Continuing growth in import-export activity in the Celon 
Free Zone, which has made it one of the leading entrepots 

of the world, represents new sales opportunities for alert 
U.S. suppliers. While the list of products which lend 
themselves to this trading activity is varied and long, best 
prospects appear to be in high-value consumer electronics, 
small appliances, laboratory and medical-surgical instruments, 
drugs and pharmaceuticals, camera equipment, spare parts and 
tires and office equipment. Processed foods, tobacco, 
beverages, cosmetics and toiletries also are attractive 
prospects. 


The increased competitiveness of U.S. goods in these catego- 
ries in recent years has made many Free Zone traders receptive 
to switching to U.S. suppliers. With improved air freight 
facilities at the new Tocumen Airport, improved Colon- 

Tocumen highways and expanded Free Zone operations in pros- 
pect, U.S. companies may wish to explore advantages of reliance 
on a Free Zone facility for regional exports. 


Government plans for three small sugar mills could result in 
contract awards during 1974. Equipment requirements for a 
new state cement plant will be procured under contracts nego- 
tiated with prospective suppliers in the next year. 


Stepped up financing for agricultural development, mentioned 
earlier in this report, combined with the $4.7 million IBRD 
loan (June 1973) for improvement of livestock operations, 
should boost farm machinery and equipment imports somewhat. 





Economic Trends 
ET 74-088 


The demand for food products, stimulated by wage increases 
in 1974, is expected to grow faster than domestic food pro- 
duction. Therefore, imports of wheat, vegetable oils, and 
processed foods (including meats, vegetables and fruits) 
should continue to expand. 


Projects Under Way 


Bayano Dam and Hydroelectric Generating Plant (150MW initial) 

Las Minas Power (40 MW thermal) 

Third Power Project (25 MW thermal, transmission and distribution) 
Inter-American Highway (Link to Colombia) 

Tocumen International Airport 

Major Housing Projects 

Telecommunications Improvement and Extension 

Agriculture and Livestock Improvement 

Panama City Water Supply 


Projects Under Study or Near Initiation 


La Fortuna Dam and Hydroelectric Generating Plant (170 MW, initial) 

Inter-American Highway (100 miles not yet contracted) 

New Transisthmian Highway 

Cerro Colorado Copper Mine (Development Stage) 

Transisthmian Oil and Coal Ore Pipelines 

Colon-Las Minas Container Port 

Master Plan for Development of Industrial Park and Free Port 
Zone (Colon) 

Sugar Mills (3) 

Steel Plant 

Cement Plant 

Fishing Port 

Chorrera-Tocumen Highway 

Convention Center 
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